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MEMORANDUM By Sir FREDERICK GAUNTLETT, K.B.E., C.I.E., I.C.S., Auditor General in India, on
 (b)	The classification of subjects as central and provincial; and
 (c)	The financial relationships between the Central and Provincial Governments, including the
Meston Settlement
When these questions arose in connection with the Montagu-Chelmsford Reforms they were dealt with in two stages :—
(1)	The Feetham Committee made recommenda-
tions as to the apportionment of subjects between the Central and Provincial Governments, and
(2)	The Meston Committee made recommendations
as to the initial amounts which each province should contribute to the Central Government and as to the manner in which those contributions should gradually and progressively be reduced.
2.	The recommendations of the Meston Committee
were founded :—
(1)	on the principle that the whole of the expen-
diture upon, and the whole of the revenue central
accruing in respect of, a	:—r-7 subject,
provincial
should be borne by, or handed over to, the
central     _ provincial ^eminent, and
(2)	on estimates of the expenditure which should be
incurred upon, and of the revenue which would accrue in respect of, each subject.
 3.	While the principle referred to in paragraph 2
(1) above had long been recognised as correct in
theory it had never before been followed completely
in practice in framing provincial settlements.    The
necessary   equilibrium   between   revenue   and   ex
penditure had previously been obtained by dividing
between the Central and Provincial Governments the
revenue and expenditure under a few heads.    Even
under the Meston Settlement it has since been found
necessary to resort to a division between the Central
and Provincial Governments of the revenue accruing
from income-tax.
 4.	It is submitted that the procedure followed in
connection with the Montagu-Chelmsford  Reforms
was inherently sound.   The  detailed,   though  ex
tremely important, work which was done by the
Meston Committee had to be taken in hand after the
apportionment of subjects had been decided.

 5.	It is submitted at the same time that there may
be practical advantages in not promulgating the
decision as to the apportionment of subjects until the
financial results of such apportionment have been
estimated.    In other words, it is submitted that the
whole of this subject should be considered simulta
neously by one executive Finance  Sub-Committee
working on behalf, and under the direction, of the
Statutory Commission.
 6.	This Finance Sub-Committee would first place
before the Statutory Commission its recommend
ations    as    to    the    apportionment    of    subjects
betweenf the Central and Provincial Governments
Having obtained from  the  Commission tentative
orders on' these recommendations it would  then
jooceed to frame, on the basis of those tentative
orders,  a revised Meston  Settlement.   Its recom
mendations in this matter would then be submitted
•to the Commission.   It might be found that the
iormnlatiott  of  the  revised   Settlement  might be
simplified ii minor modifications could be made in
the apportionment of subjects which had tentatively
"been accepted by the Commission.        .
7, It is not desired in this note to discuss at length T*hat changes should be made in Schedule I attached to the Devolution Rules. Proposals are to be found in th*reports of the MuddanWCommittee and of^he "*—-^aon Enquiry Committee and will no doubt be Wi tike report of the Royal Commission on *J" iiiat is published. It will be efore the Finance Sub-Com-: what detailed proposals it shall
 make, that the Commission should enunciate the principles to be followed in framing the proposals. It is submitted that the main principle should be to retain as central subjects only those which it is necessary so to retain in the interests of India as a whole. If it is desirable* to state the principle in more detail it will be sufficient to add to this general principle a Paraphrase of clauses (2) and (3) of Devolution Rule 49 which prescribe the occasions on which the Governor-General in Council shall exercise powers of direction, superintendence and control over transferred subjects.
The principle might then be expressed thus :— Only those subjects should be retained as central subjects which it is necessary so to retain in the interests of India as a whole. Thus those subjects should be so retained the administration of which by provincial Governments would be likely to lead to serious differences between provinces or to hinder seriously the due exercise and performance of any powers and duties which will be possessed by, or imposed upon the Secretary of State in Council or the Governor-General in Council under the Act as it will be after amendment in the light of the recommendations of the Commission.
8.	Two good examples of subjects which, in ac
cordance with this principle, will have to be retained
as Central are Major Ports and Customs.
Karachi and Chittagong are, and Vizagapatam will be, major ports. These ports respectively are situated in the provinces of Bombay, Bengal and Madras and yet they serve, or will serve, mainly the provinces of the Punjab, Assam and the Central Provinces.
Customs dues must be levied almost entirely at ports and yet they are levied on goods destined for every part of India.
9.	One change of classification in particular which
should be made deserves mention.    The author of
this memorandum suggested to the Muddiman Com
mittee,   and  the suggestion was  unanimously ac
cepted, that it was desirable to give provinces as much
financial independence of the Government of India as
possible.   They should, therefore, be given control
over their balances and, as an essential preliminary
to such independence, should be given control over
their own accounts.
 10.	The revision of the Meston Settlement will be
a difficult and complicated problem.   The Meston
Settlement is merely the last of a series of similar
settlements which have been entered into between
the Central and Provincial Governments during the
last 60 years and it is safe to say that no settlement
has ever satisfied the provinces as a whole.     Difficult
though the task may be, any revision of Schedule I
of the Devolution Rules must necessarily entail a
revision of the settlement and it is inconceivable that
the work of the Statutory Commission win involve
no change in that Schedule.
 11.	I think the first step in the formulation of the
new settlement will be the determination of the
scales of expenditure under each-head by the Central
and Provincial Governments.   This is probably the
most difficult portion of the problem, and the fol
lowing suggestions are therefore put forward with
.some diffidence:—
(a) The'objects of -expenditure should be divided into the following classes :—
(1) Those necessary for the maintenyce of law and
!8 S?086 neceasary for the collection of revenue;
(3)	Those necessary for the general administration
of the country;
(4)	Those in which the scale of expenditure must
be determined largely by the natural features of the province;

